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SUPAEREOR ELECTR ONAGS 


Price $ 4.40 Fiscal 1970 Earnings/Share $0.24 


1970 Price Range $7% —$3 Fiscal 1971 Est. Earnings $0.32 — 0.34 
Dividend _ Nil Price/1971 Est. E.P-S. 13°3% 


CAPITALIZATION 
as at March 31, 1970 


Long Term Debt 8 Sei sl 
Deferred Taxes 120,856 
Minority Interest in Subsidiaries DIRE 
Retained Earnings 429,226 
Common Shares (1,056,758 o/s) LO USO) 

$ 2,445,693 


CONCLUSION 


Purchase of the stock at current levels for growth oriented accounts is warranted on the basis of the 
excellent earnings gain foreseen for this year and the evidence for further long term growth. At the 
Same time the shares provide an opportunity for substantial capital gains should the company’s research 
program in ‘polyconductivity’ prove to be commercially successful. 


SUMMARY 


Superior is a multi-faceted electronics firm involved in the production of replacement television picture 
tubes, the distribution of electronic parts and home entertainment products and the development, as- 
sembly and marketing of non-destructive testing and process-control equipment. The company has a 
good earnings base and the outlook is favourable. We estimate that earnings for the fiscal year ending 
March 31, 1971 will be 32¢ —34¢ per share compared with 24¢ last year. This anticipated increase re- 
flects the combination of a recently negotiated major contract for the tube division and an increase in 
its market share due to the withdrawal of a strong competitor, plus the benefit from a more intensive 
marketing effort in the field of imported consumer electronics. 


At $4.30 and selling at roughly 13 times our estimated earnings range for the current fiscal year we 
consider the shares to be reasonably priced on the basis of the 10-15% annual growth foreseen for 
the company’s basic business. On the other hand, Superior, with substantial Government funding, has 
undertaken a research program to develop and exploit commercially an electronic phenomenon known 
as ‘polyconductivity’ for which it has acquired worldwide patent rights. The $3 million program is well 
underway and results so far are encouraging. Although technological breakthroughs are difficult to pre- 
dict, there is a strong possibility that if this program comes to fruition, Superior could become a major 
factor i in the world electronics industry. 


THE COMPANY 


Superior has four operating divisions. The Superior group: replacement T.V. tubes and antennas etc. 


William Cohen Corporation: electronic and electrical parts. Superior International Electronics: con- 
sumer products. Electro Physical Instruments: materials testing and process control equipment. 
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SUPERIOR GROUP — The division is essentially a manufacturer of television picture tubes (black & 
white and colour) for the replacement market where its share is estimated to be over 50%. The tubes are 
sold under the Superior label and also to brand-name manufacturers in Canada and in the U.S. because 
the excessive proliferation of styles of tubes has made it economically impossible for the major manu- 
facturers to produce limited runs. 


Tubes are manufactured in a 50,000 sq. ft. plant located in Montreal, and leased warehouse facilities 
are maintained in Montreal, Edmonton, Vancouver, Halifax and Cleveland. It is estimated that present 
capacity could support a sales volume of $7 million, double the present rate. 


A substantial increase in sales of black & white television picture tubes is anticipated for this year 
reflecting a large contract recently negotiated with a major U.S. manufacturer. Moreover the recent with- 
drawal from picture-tube manufacturing by Superior’s major competitor, Canadian General Electric, - 
should allow for an increase in market penetration and permit a firmer price structure. In the long run, 
sales of black & white tubes are expected to decrease, but this should be offset by: 


1) an increase in sales of colour tubes due to total colour programming; 
2) higher price of colour tubes (approximately 3 times); 
3) shorter life span of colour tubes. 


Overall, it is anticipated that the total tube market which Superior serves will grow at an 8% compounded 
growth rate in absolute dollars over the next few years. 


Two years ago, the Superior group entered into the antenna distribution market, with the objective of 
participating in the growth of colour television. It is estimated that the company has now captured 40% 
of the antenna market and 50% of the rotor market for Canada. With the imminent introduction of Ultra 
High Frequency programming in Canada, the company should be able to exploit an increased potential 
market for U.H.F. converters. 


WILLIAM COHEN CORP. which was acquired in 1969, has become the marketing arm of Superior. It is 
an established Canadian importer and coast-to-coast supplier of electronic parts, sound systems and 
home entertainment products. Product lines include solid state devices, test equipment, television 
parts and accessories, electronic chemicals, radios, hi-fi and stereo components, cassettes, speakers, 
baffles and all related equipment: in total the company distributes over 20,000 individual products. 


In addition, increased commercial sound sales encouraged this division to set up a separate operation 
to provide a wide range of public address systems which will span the requirements of leisure, industry, 
law enforcement and education. The principal product line is ‘‘GELOSO”’’ a well-known Italian make. 


SUPERIOR INTERNATIONAL ELECTRONICS was formed to further penetrate the more-than $150 mil- 
lion market in Canada for consumer electronic products, specifically in the importation of Japanese 
products. To date a number of lines have been developed and the company has made considerable 
progress in the introduction of both auto and home entertainment products. In stereo equipment, an ex- 
clusive long term arrangement has recently been entered into with NIKKO, a major Japanese electronics 
manufacturer. All marketing is conducted through the William Cohen Corp.’s expanded sales force which 
covers fully the country’s electrical and electronic wholesalers as well as large chain store accounts. 


ELECTRO PHYSICAL INSTRUMENTS LTD. acquired in March 1970, designs and markets non-destruc- 
tive testing and process control equipment. Exclusive distribution rights are held from a number of 
German manufacturers for diverse types of equipment including magnetic particle testers, ultrasonic 
testers, moisture gauges, nuclear gauges and many others. One of the company’s most recent develop- 
ments is a sulphur analyzer which monitors the sulphur content of crude oil on a continuous in-line 
basis rather than through manual batch samples. The first such instrument was recently delivered to an 
Esso refinery in South America. Other products which have been developed and sold include equipment 
which can detect flaws in railroad track, measure inconsistencies in textile waterproofing and steel 
pipe, and ultrasonically inspect automobile steerage linkages. 


Profit margins at E.P.I. are higher than in Superior’s other divisions and plans are to market E.P.I. 
products aggressively from new expanded quarters. Accounting in this division is conservative and 
sales and profits are not taken into the accounts until contract completion and delivery. 


OPERATING REVIEW 


Consolidated sales for the fiscal year ended March 31, 1970 increased only 1.1% to $5.94 million from a 
re-stated $5.87 million; however, after tax income recorded a 28% gain to $255,186 and earnings per 
share rose 11.5% to 24.1¢. This despite the integration of previously unrelated divisions and the added 
expenditures related to expansion. 


The following table shows our rough estimates of Superior’s volume by division and the overall profita- 
bility for fiscal 1971. Inasmuch as the company has not previously disclosed divisional data in this 
manner, our figures have been developed through consultations with the company, competitors and 
independent consultants. 


ESTIMATED VOLUME OF SUPERIOR’S 
FULLY CONSOLIDATED DIVISIONS 


FISCAL 1970 FISCAL 1971 
LOW HIGH 
Superior Group 
Black & White tubes $ 2100 $ 2700 3100 
Colour Tubes 300 300 500 
Antennas etc. 700 800 900 


3100 $ 3800 4500 
William Cohen Corp. 


Superior International Electronics Ltd. 


Mis. Electronic & Electrical Parts 2200 2400 
Consumer Products 500 800 


$ 2700 3200 


Electro Physical Instruments Ltd. 


700 800 
Total Sales 5900 $ 7200 8500 
Profit Margin after full tax 4.3% 4.1% 5.0% 
Net Profit 299 295 425 
Earnings /Share* 24.1¢ 27 3¢ 39.3¢ 
* For fiscal 1971 we have arbitrarily assumed that 1.08 million shares will be outstanding, reflecting the 
exercise of 23,000 warrants out of a total possible dilution of 80,000. 
First quarter earnings were $22,758 or 2.2¢ per share, relatively unchanged from last year. This 
quarter is traditionally one of low sales and small profits and results were penalized this year by a 
number of non-recurring expenses and problems which should be absent in succeeding quarters, in- 
cluding a widespread trucking strike in the United States. The company expects that the remainder of 
the year will show a strong gain in view of the benefits in the second half from the major tube contract 
and expansion plans which have been effected. We estimate that sales will fall in the area of $7.8 mil- 
lion and, on that basis, and assuming profit margins of roughly 4.3% to 4.7% for the full year, earnings 
per share should fall into the range of 32¢ —34¢. 


MANAGEMENT 


The company, headed by Richard Golick and Stanley Plotnick has, through acquisition and recruitment, 
built an extremely strong and energetic management team. This is an innovative group where existing 
expertise tends to spread towards the development of new concepts in the electronics field. The prima- 
ry objective that guides the company’s management is the desire to find a “ground-floor niche’’, and 
the company has found profitable ventures that are ignored by the larger, more conventional Canadian 
electronic companies which are mainly U.S. dominated. 


4. 
CAPITAL STOCK 


As an alternative to a takeover bid by a U.S. company, 533,333 shares were offered to the public in 
August 1969 at $3 per share. Of this amount 62,320 shares were from the company’s treasury, while 
471,013 were from the holdings of shareholders. After the offering, the management and directors of 
Superior owned 33-1/3% of the 800,000 shares outstanding. Subsequently, an additional 129,688 shares 
were issued in connection with the two completed acquisitions, and a further 127,070 shares were sold 
for cash. Total potential dilution amounts to 105,000 shares composed of 80,000 warrants and 25,000 
shares under employee option. é 


FINANCIAL 
As at March 31, 1970 working capital was $1.47 million and the ratio of current assets to current lia- 
bilities was 1.88:1. Bank debt was $472,513 which represents only a portion of the bank credit lines 
at the company’s disposal. During fiscal 1971 cash requirements of approximately $300,000 are ex- 
pected to be financed entirely out of an estimated cash generation of roughly $550,000. A breakdown 
of planned expenditures is as follows: 


Capital Expenditures $ 150,000 

Research & Development 50,000 

Debt Retirement 100,000 
The company’s portion of research outlays will be capitalized and, as in the past, will be amortized 
over a 10-year period. Government grants will be written off as incurred. : 


RESEARCH & DEVELOPMENT ~— ‘POLYCONDUCTIVITY’ 


Superior has acquired exclusive world-wide rights to research, develop and exploit patents applied for 
by a U.S. university which cover an electronic phenomenon called ‘polyconductivity’ in certain metal 
oxides at room temperature. This right, which extends for 20 years, entitles the company to past and 
future research which the university does in this field. Polyconductivity was developed by Dr. Daniel 
C. Mattis and Dr. Max Lipsicas of the Belfer Graduate School of Science, Yeshiva University, which 
enjoys afine reputation in the scientific sphere. Both scientists have published regularly and are well 
known in their respective fields of physics and chemistry. Since taking his Ph.D at the University of 
Illinois under Dr. John Bardeen, inventor of the transistor, Dr. Mattis has conducted intensive research 
in the area of magnetic semi-conductors. 


Polyconductive materials that switch from one state to another at room temperature may prove to be a 
major step forward in the development of solid state electronics in that they eliminate many of the 
components utilized in modern electronic circuitry. An optical phenomenon also related to polycon- 
ductors could find application in ultrasonic and laser technology. 


The variety of known potential products, not to mention those which have not yet been conceived, which 
could employ the possible outcome of this development work, is very great. Several possible appli- 
cations are FM de-modulators, oscillators, phono cartridges and,microphones, non-mechanical camera 
shutters, electronic clothes washers, temperature control devices, laser modulators. 


Research and development expenditures of $3 million to be spent over a five-year period will be 
financed largely by government grants totalling $1,625,000. In addition, approximately $1 million 
will be supplied through tax credits and revenues arising from participation under the Industrial 
Research Development Incentives Act. 


With the active consultation of Dr. Mattis, the research program is now well underway, utilizing a 

staff of 10 men, five of whom hold Ph.D degrees. The company has set up one of the most sophisti- 
cated solid state research and development facilities in Canada and prototype devices are now being 
produced. While these are not yet commercial in nature, they are able to supply data as guidance to the 
theoretical approach. Although the techniques are crude, the company has developed the necessary 
photo-lithography and packaging techniques and has micro-miniaturized polyconducting devices. At 
present the company is satisfied with the research progress and hopes to have commercial prototype 
devices within a year and marketable devices within two years. 
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THE INFORMATION CONTAINED HEREIN 1S NOT GUARANTEED BY US BUT KIPPEN & COMPANY INC. 
HAS BEEN OBTAINED FROM SOURCES WHICH WE BELIEVE TO BE CORRECT 


report to 
shareholders 


Revenues for the fiscal year ended March 31, 1971 rose by 19 per cent to a record level of 
7.05 million, while net income, in common with many companies in our industry, declined 
to $146,231 or 13.7¢ per share. 


In addition to economic causes, earnings were to a large degree affected by specific 
decisions taken by the management to establish important foundations which would 
ensure the sustained growth and profitability of the company. 


The decreased profitability in fiscal 1971 was attributable to two main factors: 


In order to meet sharply higher demand for replacement television picture tubes, 
a significant expansion in this important area of our Distributor Parts Division 
was undertaken. However, dislocations created by this major undertaking, plus 
materially higher training costs for new personnel and greater production expense 
to meet the increasingly exacting technical requirements of our major customers, 
cut heavily into income in this Division. 


The economic slowdown throughout the North American economy adversely 
affected our Special Applications Electronics Division as a number of customers 
postponed or reduced their new equipment purchases. In addition, two important, 
but costly, development projects were undertaken by this Division during the year. 
Although both were of considerable technical achievement and significantly en- 
hanced our long-term capability, their immediate impact was to reduce profits 
in this area during fiscal 1971. 


Throughout the year, the Distributor Parts Division continued to expand and to add 
new products to its distribution line. In addition, it began an arrangement with a 
major American company to supply its requirements for replacement black and white 
television picture tubes. To meet this increased production requirement, plus the grow- 
ing market demand for color television replacement tubes in general, monochrome tube 
output was increased 65% during the year and color tube output was quadrupled. 
This important expansion will enable us to meet the growth anticipated in this segment 
of our business. 


The Consumer Electronics Division experienced excellent growth and profitability during 
the year and continued to broaden its line of products. It now has a complete line 
of home audio and automotive entertainment products. In addition, it entered into 
an agreement for the exclusive distribution rights in Canada to one of the world’s 
finest cassette tapes — the TDK line. It also concluded an agreement to exclusively 
market the complete line of NIKKO stereo Hi-Fi components in Canada. 


Despite the less than anticipated performance for fiscal 1971 by our Special Applica- 
tions Division, management continues to be optimistic about the future of this opera- 
tion. Development in a number of promising systems continues to go forward and its 
marketing efforts and scope have been broadened. We believe it will continue to be 
the dominant factor in the field of non-destructive testing in Canada and that it will 
increase its role in the area of process control equipment. 


Our Research and Development activities continued at an excellent pace. Charles T. 
Plough, formerly Manager of Technology Development for Fairchild Camera and_ Ins- 
trument Corp., was appointed Director of Research and Development. Both facilities 
and staff in this most important segment of your company were expanded. Our 
research into the commercial feasibilities of polyconductivity has resulted in several 
prototype devices which are currently being evaluated by a number of prospective 
customers. Small sample orders have already been received. We are also pleased 
to announce that our annual grant from the National Research Council has been 
more than doubled. 


Of great significance to Superior’s future growth are its plans to strengthen its manage- 
ment and realign and restructure its facilities organization. 


We are currently in the process of consolidating five separate facilities in the 
Metropolitan Montreal area into two locations. One site will become our new Corporate 
Headquarters combining all administrative functions and personnel into one centralized 
location. In addition, it will serve as our main distribution outlet with over 85,000 
square feet of warehouse space. The other will be devoted to the manufacture of 
television tubes and research and development activities. This streamlining will greatly 
contribute to overall corporate efficiency and profitability. The consolidation is schedul- 
ed for completion during July 1971. 


We have also moved ahead in expanding our distributor service outlets throughout 
Canada. A new facility combining sales, service and warehouse functions was opened 
in Toronto during fiscal 1971. Several additional outlets are planned for the current 
year. These facilities will significantly increase our capabilities to service the entire 
Canadian distributor and consumer market coast-to-coast. 


Management responsibilities have also been restructured for greater efficiency and 
more effective operational control. Functional areas have been realigned and more 
responsive lines of communication established. New marketing, distribution and admi- 
nistration procedures have been initiated. The net impact will be a simplified and 
clearly defined management structure with distinct lines of responsibility and authority, 
improved corporate communication and tightened day-to-day operational control. 


In conjunction with this realignment, we are pleased to report that M. R. Levine 
has been appointed Vice President — Finance. Mr. Levine brings a broad financial 
and administrative background to Superior. In his new position, he will be particularly 
responsible for financial planning and control as well as the development and imple- 
mentation of effective management information systems. 


The appointments of Mr. Levine and Mr. Plough to senior corporate positions round 
out a management team that is energetic, experienced and committed to furthering 
the growth of your company. 


We believe these steps will enable management to more effectively administer the 
increased size and scope of Superior. It will further enable us to capitalize fully upon 
those areas of corporate activity which hold significant potential for future expansion. 


espectfully submitted 
¢ ‘ 


Richard Golj 


consumer 
electronics 


As a part of management’s overall expansion plans, Superior entered the consumer 
electronics field through the acquisition of William Cohen Corporation and the addition of 
Jack C. Browman, a former Vice-President of one of Canada’s leading electronic import 
houses. Management combined Cohen’s experience and expertise in consumer stereo 
components and auto entertainment products with Browman’s knowledge of world 
sourcing of consumer products and Superior’s engineering capability. This combination 
formed the basis for Superior’s thrust into the field of consumer electronic products, 
an area which management is confident it will significantly penetrate over the coming 
years. 


Our present line includes Hi-Fi and stereo components, a complete line of car radios, 
8-track and cassette units, ADC cartridges and speaker systems and Richard Allan 
loudspeakers and Superex stereophones. Our recently concluded agreement with NIKKO 
encompasses a complete line of stereo Hi-Fi components. Marketing of a full line of 
receivers, tuners and amplifiers began in December of 1970. Several additional models 
under the NIKKO label are expected during the current year. 


Superior has also gained exclusive Canadian rights to specific product designs of 
Broadmoor Industries Ltd. Distribution of a number of additional consumer electronic 
and home entertainment units under this arrangement is scheduled for this year. It 
will include the introduction of an AM/FM 8-track quadrasonic model. 


In addition, Superior’s own line continues to achieve gratifying results. It presently 
includes a Dolby cassette recorder and playback model, plus a variety of modular 
stereo systems. 


Further successful penetration of this major market. is a priority item for management 
as it adds an important new dimension to your company’s continued diversification 
and expansion. The longer-term growth projection for the consumer electronics and 
home entertainment market is most favorable. 


Projections indicate that the Canadian population will become increasingly more pros- 
perous and, on the average, quite a bit younger. In the 1970’s, Canadians will become 
more affluent than ever before and a greater portion of overall family income should 
be allocated to discretionary spending. In all probability as consumer income and 
confidence grow, greater amounts of discretionary income will be spent rather than 
saved. 


It is anticipated that there will also be a parallel growth in the amount of leisure 
time available to all segments of the population. Greater affluence, rising discretionary 
income, and a younger, higher spending population all point to major growth for home 
entertainment products. Management confidently anticipates garnering a growing share 
of this expanding market. 


parts 


This Division through Superior and William Cohen Corporation, continues to be the most 
significant part of your company’s operations in terms of overall size. 


It provides the broadest range of replacement components — more than 20,000 different 
units in over 50 product groupings — to the Canadian distributor market. This market 
consists of a coast-to-coast network of over 225 electronic wholesale distributors who 
supply components to the radio, television and electronic service industry in Canada. 


The company, moreover, is a supplier of electrical devices to distributors and mass 
merchandizers and has recently entered the field of commercial sound with exclusive 
rights of distribution of the Geloso line. 


In addition, Superior distributes replacement tubes to the American market. We supply 
approximately 400 distributors throughout the U.S. with the Superior line of tubes. 


As electronic products become commonplace in home and industry, the replacement 
components Superior provides will continue to grow in demand. As management further 
implements its plans to make your company a one-stop supplier for the parts distributor 
through adding on supplementary lines, further growth in this Division will be forth- 
coming. 

To this end, we added six new product lines in fiscal 1971 including receiving tubes, 
eduphones and listening stations for the educational market. We plan to introduce 
several major new lines during the current year. 


In addition, it is our intention to broaden our base of operations in this Division by 
becoming a supplier to the industrial distributor market. This is a logical diversification 
route for Superior. Industrial service products have a potential market of double that 
presently being served by our Distributor Parts Division. With the experience and 
expertise we currently possess as a service product supplier, management is confident 
of a significant penetration of this new and complementary area of activity. 


Approximately one-half of this Division's volume is currently derived from 
replacement television picture tubes. Management looks forward to _ continued 
growth in this area, especially as demand for the higher priced color 
replacement tube continues to grow. At the present time, there are more than 
one million color sets in use in’ Canada. In excess of 300,000 sets are being sold 
annually and this will increase to an annual rate of approximately 500,000 sets by 1975. 
In the U.S., approximately six million color sets are sold annually. These units represent 
a built-in future demand for our replacement tubes. 


In addition to supplying the replacement market directly, Superior provides replacement 
color and black and white tubes to many name manufacturers — both in the U.S. and 
Canada — who sell them under their own brand names. 


During the year, we began to supply black and white replacement tubes to a major 
American company. In addition, our major Canadian competitor announced it would 
cease to make replacement tubes. This should tend to alleviate competitive pressure 
within the industry. Both actions reinforce management’s favorable expectations for 
this aspect of our business. As a result, production capacity has been increased sub- 
stantially — 300% in color tube output and 65% in black and white. 


For the Division as a whole, the main thrust over the coming years will be in servicing 
distributor markets. It is management's objective to place emphasis in further diver- 
sification. As Superior continues to add new products to serve existing markets and 
to move into new distributor fields, replacement television tubes, although continuing 
to grow in absolute terms, will become of less relative importance to total operations. 


electronics 


Through our subsidiary, Electro Physical Instruments Ltd., this Division is engaged in 
the supply and design of specialized electronic systems to solve the needs of complex 
production, testing and control problems. As products become increasingly complex in 
nature, product safety and quality control assume increasing importance in the 
manufacturing process. 


Quality control is typically handled through the process of non-destructive material 
testing, i.e., testing a product in such a way as to neither destroy it nor reduce its 
useful life. With increasing industrial and governmental emphasis on safety and _ per- 
formance, non-destructive testing is growing in importance and holds considerable 
promise for the future. 


Utilizing its technical background and experience, Electro Physical incorporates a number 
of scientific testing devices into a complete, specialized system specifically designed 
for the particular needs of its individual customers. Examples of Electro Physical’s 
accomplishments to date include the development of an ultrasonic rail tester which 
detects flaws in railway tracks for salvage. The rails are passed over the unit which 
scans them, separates and grades them and records its findings automatically. Two 
such units are presently in service with the Canadian National Railways. 


Two important new systems developed during the past year consisted of a unique 
ultrasonic immersion test package and a computer controlled ultrasonic tester for such 
automotive parts as the tie rods, steering linkage and axles. The latter is the first of its 
kind available. However, serious technical difficulties arose in both systems requiring 
completely new concepts for their solution. Although management is gratified by the 
technical accomplishments achieved in overcoming these problems, both systems were 
quite costly in terms of profits. 

With the resolution of these difficulties, management is quite optimistic about the 
potential for both systems. Each represents a considerable state-of-the-art advance. The 
former offers significantly greater flexibility in the testing of parts than has been 
available before. The latter is expected to open a number of new applications for 
testing various cold forged steel parts in the automotive and other industries. 


In addition, a third system introduced in Canada during the year was an_ ultrasonic 
testing unit to test welds in pipe. Ultrasonic testing is the only system available for 
testing welded pipe continuously. It is anticipated that with pipe production being 
increased to supply the proposed Trans-Alaska Line, a substantial market for these 
units will develop in Canada. 


In addition to its dominant position as a supplier in the field of non-destructive testing 
in Canada, Electro Physical also supplies a variety of process control equipment. 
Virtually every refinery in Canada uses Electro Physical inspection equipment. It also 
has exclusive distribution rights in North America to a leading German process control 
line of Berthold Nuclear Gauges. 


Management foresees significant expansion for Electro Physical through greater pene- 
tration of existing markets, entry into new markets both in Canada and outside the 
country and the addition of new product lines. In order to fully exploit the potential 
of its outstanding exclusive products — the Krautkramer line of ultrasonic equipment, 
the Tiede line of magnetic particle testing equipment and the Vega line of process 
control equipment, we will be expanding our territories and increasing our sales cover- 
age. We anticipate this Division will have a growing and significant impact upon your 
company’s operations. 


research and 


development 


In fiscal 1970, a five year three million dollar program was initiated to investigate the 
vast potential of polyconductive materials and to exploit the most promising properties 
in commercial products. This program has already produced extremely gratifying results. 


A unique solid state materials research laboratory with the most modern instruments 
available has been established. The facility is staffed with highly competent and 
experienced scientists, engineers and technicians, to investigate materials which exhibit 
metal-non metal transitions, to develop prototype devices and to translate the theoritical 
concepts into industrial reality. 


As of April, 1971, we have appointed Charles T. Plough as Director of Research, with 
the’ multiple responsibilities of overseeing the research program, developing commer- 
cially marketable prototypes, establishing device specifications and instituting pilot 
plant production. Mr. Plough brings to the company broad experience in semiconductor 
development and production. For the past seven years, he has been Manager of Tech- 
nology Development at The Research and Development Laboratory of Fairchild Camera 
and Instrument Corporation at Palo Alto, California. 


The efforts of the Research group have resulted in materials that have been fabricated 
into commercially desirable devices. These devices are presently being evaluated by 
a number of potential users. The comments already received from the field indicate 
that the polyconductor sensors have several advantages over existing components — 
namely solid state reliability and small size. The coupling devices give high voltage 
isolation and noise immunity as well. 


At the present time, thermal sensing devices, solid state relays and automatically 
resettable circuit protection devices are among the products being test marketed. The 
few sample orders which have already been received, demonstrate that we have gone 
from a laboratory phenomena to commercial samples in ten months. Management is 
highly pleased with the technical progress achieved to date and trust that the coming 
year will be as productive as the last one. 


The Research group continues to evaluate the optical properties of existing materials. 
Potentially useful devices such as optical memories, extremely accurate temperature 
sensors, and optical modulators are being investigated. In addition, a number of new 
materials are now being fabricated by a variety of processes. It is expected that one 
or more of these materials will have properties which are a significant improvement 
over existing materials. 


Solid state electronics is a complex and highly technical field of activity. Yet it is the 
desire of your management that you are informed not only on the progress being 
made but also of the nature and potential of this area. Polyconductive devices are the 
newest development in the solid state field. Polyconductive materials exhibit abrupt 
changes in conductance and in optical transparency under certain conditions. The 
possibilities of utilizing these changes in commercial devices are the challenge which 
we are confronting. We plan to develop these materials for use by themselves and in 
integrated form with other solid state devices. We are confident of our position. We 
are planning to be in pilot plant production before the end of fiscal year 1971-72. 
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superior electronics industries Itd. and subsidiaries 
notes to consolidated financial statements 


Principles of consolidation: 
The consolidated financial statements are prepared in accordance with generally accepted accounting principles and include the accounts 
of all subsidiary companies. All significant intercompany transactions have been eliminated. 


In connection with the acquisitions in 1970 of William Cohen Corporation and its wholly owned subsidiary, Conbro Imports Ltd., and 
Electrophysical Instruments Ltd., the Company has contractual obligations to issue an additional but indeterminate number of common 
shares. The number of shares to be issued will depend upon earnings of the acquired businesses and the market value of the Company’s 
common stock at the approximate date of issue. 


The financial statements for the year ended March 31, 1970 have been reclassified where applicable to conform with the presentation 
used in the current year. 


Inventories: 
Inventories are valued at the lower of cost or net realizable value and are classified as follows: 1971 1970 
Raw materials $ 724,005 $ 593,773 
Work in process 11,195 20,356 
Finished goods 2,301,995 1,389,987 
$3,037,195 $2,004,116 
Property, plant and equipment: 
Property, plant and equipment is stated at cost, and is classified as follows: 1971 1970 
Rolling stock $ 35,763 $ 36,626 
Machinery and equipment 914,843 865,334 
Land and building 281,114 281,114 
Leasehold improvements 99,541 101,870 
Accumulated depreciation 1,331,261 1,284,944 
745,328 667,266 
$ 585,933 $ 617,678 


Depreciation is provided on the diminishing balance method, except for leasehold improvements which are being amortized on the straight 
line method. 


The fixed assets of four subsidiaries were appraised on July 16, 1969 by Warnock Hersey International Ltd. at a depreciated replacement 
cost of $1,123,800. The corresponding depreciated value carried on the books of accounts amounted to $504,289. The excess of the 
appraised value over that shown in the accounts of $619,511 has not been reflected. 


Investment in shares of another company: 
The investment consists of 50,000 common shares of Industrionics (Canada) Ltd. Subsequent to the year end, the Company has entered 
into negotiations to sell this investment to other shareholders of Industrionics (Canada) Ltd. at a value which will approximate its cost. 


Advances to an affiliated company: 

An amount of $16,189 has been advanced to Imperiale Electronics Incorporated for general working capital purposes. Superior 
Electronics Industries Ltd. is continuing its negotiations for the purpose of acquiring the outstanding capital stock of Imperiale 
Electronics Incorporated. 


Deferred research expenditures: 

Deferred research expenditures which were incurred in prior years are being amortized over a ten year period. All grants from the Federal 
Department of Industry, Trade and Commerce on these projects were deducted from the total costs incurred in the year of receipt of the 
grant. 

In 1970, the Company purchased the worldwide patent rights to polyconductivity and undertook research to investigate the commercial 


feasibility of the process. All expenditures of a capital and direct nature are recoverable by grants authorized by the Defense Research 
Board and the National Research Council. 


The indirect overhead costs of the project in the amount of $201,979 are reflected as additions to deferred research expenditures on the 
balance sheet, some of which may be recoverable under the Industrial Research and Development Incentives Act (1.R.D.1.A.). Amorti- 
Zation has not been taken on these deferred research expenditures in the current year. 


The changes in these deferred research expenditures for the year are reflected as follows: 


Balance, March 31, 1970 $ 295,945 
Add: Additions during the year (ileprAsy/ 
1,001,732 

Less: Government grants received $ 430,980 
Amortization of deferred research expenditures 38,479 469,459 


Balance, March 31, 1971 $ 542,273 


Bank indebtedness: 
The bank indebtedness is secured. Several subsidiary companies have assigned their book debts and hypothecated their inventories and in 
conjunction with the Company have acted as guarantors for the indebtedness of other subsidiaries. 


Long-term debt: 

1971 1970 
The long term debt comprises the following: aT = _ ae 
Superior Electronics Inc., 8-1/2% loan, due 1976 secured by: 


(i) 8-1/2% mortgage bonds of Superior Electronics Inc., and 
Mercury Electronics Inc. both constituting a fixed charge 
upon machinery and equipment and a floating charge upon 
their undertaking and other assets; 


(ii) Collateral hypothec upon the immoveable property of 
Janus Corp., and 


(iii) The joint and several guarantees of the Company and 
other companies in the ‘‘Superior Group’’, maturing in 
equal monthly instalments. (See Note 15) $ 132,000 $ 146,000 


10 


11 
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. Subsequent events: 


Janus Corp., 7% mortgage loan, due 1973, secured by hypothec 
upon land and building, maturing in equal monthly instalments. 


(See Note 15) $ 79,750 $ 99,000 
Superior Electronics Inc., balance due to the Department of 
Industry, Trade and Commerce, interest 5-3/4%. 191,778 181,350 


Regulations as set forth from the Department read as follows: 


‘If the development is not a technological success or if 
the results of the development are not produced and sold, 
or the project is not used commercially, the Company 
shall not be required to repay the Department’s contri- 
bution. 


However, in this event, the Department has the right to 
take title to the results of this project.” 


Janus Corp., 7-1/2'% balance of sale, due June 1, 1971, maturing 


in equal monthly instalments. 775 3,624 
404,303 429,974 

Less: Current portion 26,085 58,623 
Si S738;218 Saszis5e 


Deferred income taxes: 

For income tax purposes, the Company has claimed maximum capital cost allowances which are in excess of the depreciation and 
amortization recorded in the accounts. Deferred research expenditures are written off for income tax purposes in the year incurred, but 
for statement purposes will be amortized on a straight line basis in future years. 


The resulting deferred income taxes are provided for on the balance sheet to offset income taxes which may be payable in future years 
when the depreciation and amortization recorded in the accounts may be in excess of maximum capital cost allowances and deductible 
research expenditures. 


. Capital stock: 

Authorized 2,000,000 shares without nominal or par value. Shares Amount 
Common shares outstanding are as follows: s 

Balance as of March 31, 1970 1,056,758" $1,502,130 


Shares issued as additional consideration for company pooled in 
prior years: 


William Cohen Corporation 26,320 SD 
Balance as of March 31, 1971 1,083,078 $1,502,130 


.Warrants and stock options: 


The Company has reserved 100,000 common shares for the exercise of outstanding warrants. Warrants to purchase 40,000 common 
shares are exercisable at any time up to and including July 31, 1979 at a price of $3.00 per share. These warrants were issued for an aggre- 
gate consideration of $4,000 which amount is reflected as contributed surplus of the Company. Warrants to purchase an additional 
40,000 common shares are exercisable at any time between December 1, 1971 and November 30, 1974 at varying prices of $3.00 — $3.50 
per share and have been granted with reference to the polyconductivity program. The remaining warrants to purchase an additional 
20,000 common shares are exercisable at any time up to and including January 15, 1978 at $6.75 per share and accompany the new indus- 
trial Development Bank Joan as described in Note 15. 


On October 21, 1969, the Board of Directors adopted a stock option plan for employees under which 25,000 common shares have been 
reserved. Options under the plan are exercisable at 90% of the market value of the Company’s stock at the date of grant. Options to ac- 
quire 23,200 common shares of stock at a price of $2.70 were granted to key employees including the options on 3,600 shares granted to 
a senior officer of the Company. These options are exercisable at the rate of 20% per annum commencing April 1, 1971. 


Earnings per common share: 

Earnings per common share in 1971 have been calculated using the weighted average number of shares outstanding during the year. In 
1970, the earnings per common share were calculated using the number of shares outstanding at the end of the year. The earnings per 
share for 1970 were not restated because the change would have been anti-dilutive. 


Common shares to be issued in 1971 in the amount of 26,320 with respect to earnings levels attained by certain acquired companies have 
been included in the weighted average number of shares outstanding. With respect to earnings per share assuming full dilution, the 
exercise of all 125,000 share purchase warrants and stock options (See Note I!) would not have resulted in any significant dilution of 
earnings per share by taking into consideration additional income calculated at a reasonable return on the funds that would have been 
realized on their exercise. 


Lease commitments: 

The Company and its subsidiaries occupy manufacturing, warehousing and office space under several long-term leases expiring at various 
times through 1991. The average annual lease commitments at balance sheet date were approximately $98,000. Subsequent to March 31, 
1971 the Company and several of its subsidiaries occupied new premises. The approximate annual lease commitments taking into 
consideration the new premises are as follows: 


1972) — 19726 $ 107,000 
T977 — 1991 106,000 


.Statutory information: 


a) Directors’ remuneration — 


The aggregate remuneration paid by the Company and its subsidiaries to directors and senior officers of the Company for the year 
ended March 31, 1971 amounted to $181,291. 


b) Net sales by class of business — 


Manufacturing $3,116,915 
Distributing 3,933,103 
$7,050,018 


(i) The Company and several of its subsidiaries have jointly and severally entered into an agreement to borrow $600,000 from the 
Industrial Development Bank. A portion of these proceeds will be replacing existing long-term debt of $211,750 as indicated in Note 8. 
The new loan bears interest at 11.3% per annum and is repayable in 75 equal monthly instalments of $8,000 principal plus interest 
commencing July 23, 1971. The amount shown as current portion reflects a proportionate repayment of the new loan as it applies to 
the existing debt outstanding at balance sheet date. 


(ii) In July 1971, the Company issued 115,000 common shares to the public for a net cash consideration of $396,750. These funds will 
be used for generai corporate purposes. 


(iii) In July 1971, the Company announced plans for a public offering in a new corporation to handle the research and development into 
polyconductive materials. The new Company will be owned 72% by Superior Electronics Industries Ltd. and the remaining 28% will 
be publically offered in Canada. The operations pertaining to the research in polyconductivity will be carried on by the new company. 


erratum 
5 year summary of operations 


should read... 
1968 
ROFIT BEFORE INCOME TAXES............. $198,763 


ROFIT AFTER INCOME TAXES............. 164,135 


ell 
-" 


$7,050,018 
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146,231 


2,081,587 


5,831,597 


1,391,213 
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